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TAX EXPENDITURES
OVERVIEW

Senate Bill 16-203 (codified at Section 39-21-305, C.R.S.) requires the
State Auditor to review all of the State’s tax expenditures at least once
every 5 years and to issue a report no later than September 15 each year
that includes the tax expenditures reviewed during the preceding year.
This report, the fifth issued under this requirement, contains all of the tax
expenditure evaluations completed from September 16, 2021, through
September 15, 2022. House Bill 21-1077 established the Legislative
Oversight Committee Concerning Tax Policy, which is responsible for
reviewing the policy considerations included in tax expenditure
evaluations completed by the Office of the State Auditor.

WHAT IS A TAX EXPENDITURE?

Statute [Section 39-21-302(2), C.R.S.] defines a tax expenditure as “a
tax provision that provides a gross or taxable income definition,
deduction, exemption, credit, or rate for certain persons, types of
income, transactions, or property that results in reduced tax revenue.”
Although tax expenditures are not subject to the State’s annual budget
and appropriations process, they are known as “expenditures” because
they decrease available state funds similarly to appropriated
expenditures by reducing the amount of state revenue collected, as
opposed to spending revenue that has been collected.

Taking into consideration the language used in Senate Bill 16-203,
which directs the Office of the State Auditor (OSA) to conduct
evaluations of all of the State’s tax expenditures, the OSA interpreted
the definition of tax expenditure to include four elements:

1 It must be a state provision, enacted by state law, not federal or local
laws.

-
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It must be a fax provision that provides a deduction, exemption,
credit, rate, allowance, or taxable income definition, and not be
related to a fee.

It must only apply to certain types of persons, income, transactions,
or property, thereby appearing to confer preferential treatment to
specific individuals, organizations, or businesses.

It must potentially result in reduced tax revenue to the State (i.e., the
provision must affect state revenue, not just local government
revenue); the State must legally be able to collect taxes from the
person, or on the income, transaction, or property; and the provision
must be administered outside of the State’s annual budget,
appropriations, and spending process.

Based on the OSA’s interpretation of statute [Section 39-21-302(2),
C.R.S.] and Senate Bill 16-203, the OSA did not consider the following
provisions to meet its definition of a tax expenditure:

Federal tax provisions and local tax provisions that are left to the
discretion of local governments under current law (e.g., local sales,
use, special district, income, and property tax ordinances).

Provisions related to fees that operate similarly to a tax, but have not
been considered taxes for purposes of the Taxpayer’s Bill of Rights
(TABOR).

The State’s decision to use Federal Taxable Income as the basis for
calculating state income tax since the use of Federal Taxable Income
applies to all taxpayers. This decision effectively provides taxpayers
with most federal deductions at the state level.

Property tax exemptions created by the General Assembly that only
apply to local governments.

Colorado’s Tribal Income Tax Exemption because federal law
prohibits state taxation of tribal income.



ExHIBIT 1 provides information about the types of tax provisions
included in the definition of tax expenditures.

EXHIBIT 1. EXAMPLES OF TAX EXPENDITURES

CREDIT

Reduces tax liability dollar-
for-dollar. Some credits are
refundable, meaning that a
credit in excess of tax
liability results in a cash
refund.

DEDUCTION

Reduces gross income due
to expenses taxpayers incur.

EXEMPTION

Excludes certain types of
income, activities, or
transactions from taxes.

TAX RATE

Reduces tax rates on some
forms of income and other
taxable activities and
transactions.

M

Example: Taxpayers
with children under age

13 may receive a credit
for a percentage of
child care expenses.

Example: Taxpayers may be
able to deduct from their
income a percentage of the
costs they incur for wildfire
mitigation.

Example: Alcoholic beverages
produced for personal
consumption are exempt from
excise taxes.

Example: Insurance companies
with an office

in Colorado may be eligible for
lower insurance

tax rates.

SOURCE: Office of the State Auditor analysis of Colorado Revised Statutes and information

from the U.S. Government Accountability Office, and the Tax Policy Center.

Tax expenditures may be enacted to achieve a variety of policy goals.
For example, some tax expenditures, referred to in this report as
“structural tax expenditures,” are intended to establish the basic
elements of a tax provision, avoid duplication of a tax, promote
administrative efficiency, clarify the definition of the types of
transactions or individuals who are subject to a tax, or ensure that taxes
are evenly applied. A sales tax exemption for wholesale transactions is
an example of a structural provision since it is intended to avoid the

w
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repeated application of the sales tax to the same good as it moves
through the supply chain (e.g., from manufacturer to wholesaler, or
from wholesaler to retailer). In contrast, other tax expenditures,
sometimes referred to as “preferential tax expenditures,” may be
intended to promote certain behaviors, promote fairness, or stimulate
certain types of economic activity. For example, a tax credit for
property owners who complete restoration projects on historic
properties may be intended to encourage property owners to complete
such projects.

The benefit, and therefore relative incentive, provided to taxpayers from
each type of tax expenditure varies based on the operation of the tax
expenditure and taxpayers’ individual circumstances. Some key
considerations include:

TYPE OF TAX EXPENDITURE. The type of tax expenditure can have a
large impact on the potential benefit to taxpayers. For example,
deductions, which reduce taxpayers’ taxable income, are most
beneficial to taxpayers with higher incomes, whereas taxpayers who
have taxable income that is already lower than the available
deduction would see less benefit. Similarly, credits, which directly
reduce the amount of tax owed, may be more beneficial to taxpayers
with higher tax liabilities.

REFUNDABILITY. Tax expenditures that are refundable, meaning that
taxpayers can claim a refund for the amount that exceeds their tax
liability, are generally more beneficial than non-refundable tax
expenditures, especially when taxpayers otherwise owe less in taxes
than the benefit provided by the tax expenditure.

CARRYFORWARDS. Carryforward provisions allow taxpayers to
apply unused portions of a tax expenditure to future years. Such
provisions can increase the benefit to taxpayers who may not be able
to claim the full value of the tax expenditure in one year.



TRANSFERABILITY. Some tax expenditures allow taxpayers to sell the
right to claim the tax expenditure to another person or business
entity. Such provisions tend to be beneficial to taxpayers who have
an immediate need for funds or who would otherwise not be able to
claim the full amount of the tax expenditure.

CAPs. Some tax expenditures are capped, meaning that a taxpayer can
only claim up to a specified amount. Caps limit the benefit provided
to a taxpayer and tend to make tax expenditures relatively less
attractive to taxpayers who have high incomes and high tax liabilities.

HOW DO TAX EXPENDITURES IMPACT COLORADO’S STATE
AND LOCAL TAX SYSTEM?

Tax expenditures reduce both state and local tax revenues in Colorado
and apply to most of the types of taxes levied by the State. EXHIBIT 2
provides a description of the different types of taxes levied by the State,
the amount of state tax revenue generated by the taxes, and the number
of tax expenditures we have identified related to each type of tax.

EXHIBIT 2. COLORADO TAX INFORMATION

2021 STATE REVENUE | NUMBER OF
DESCRIPTION ASSOCIATED WITH TAX TAX
(PERCENT TOTAL)" | EXPENDITURES

Colorado levies individual income
on Colorado residents,
mcludmg part-time  residents,
estates, and trusts at a rate of 4.55
Income?  percent of their Colorado taxable
income. The same rate applies to the
Colorado taxable income of
corporations doing business in
Colorado.

$10,669,000,000
(66%)

ol
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Sales and
Use

Excise

Insurance
Premium

Severance

EXHIBIT 2. COLORADO TAX INFORMATION
2021 STATE REVENUE

DESCRIPTION

Colorado sales tax is required to be
collected on the purchase price paid
or charged on all retail sales and
purchases of tangible personal
property, unless specifically
exempted by statute. Use tax is
levied on retail purchases of tangible
personal property that is stored,
used, or consumed in Colorado
when sales tax was not collected at
the time of the purchase. The State’s
sales and use tax rates are both 2.9
percent.

Colorado levies excise taxes on a
variety of goods and activities,
including motor and aviation fuel,
cigarettes and tobacco products,
marijuana and marijuana products,
liquor, gaming, nicotine products,
and sports betting. In contrast to a
sales tax, the excise tax is generally
paid by the manufacturer or
retailer, not the final consumer of
the product. However, the retailer
who ultimately sells the goods to the
final consumer often builds the cost
of the excise taxes into the purchase
price of the goods. For excise taxes
that are levied on activities such as
gaming, the tax base is typically the
gross, adjusted gross, or net
proceeds from the activity. The state
excise tax rate varies based on the
type of good and the quantity
purchased.

Insurance companies operating in
Colorado are levied a tax on the
amount of the premiums they
receive from policyholders. The
insurance premium tax rate is
typically 2 percent.

Severance taxes are imposed on the
extraction of certain non-renewable
natural resources, including coal,
molybdenum and metallic minerals,
and oil and gas. The tax base and
rate vary depending on the type of
resource extracted.

ASSOCIATED WITH TAX
(PERCENT TOTAL)!

$3,936,000,000
(24%)

$1,152,000,000
(7%0)

$336,000,000
(2%)

$5,000,000
(<19%)

NUMBER OF
TAX
EXPENDITURES

28

16



EXHIBIT 2. COLORADO TAX INFORMATION

2021 STATE REVENUE | NUMBER OF
TAX DESCRIPTION ASSOCIATED WITH TAX TAX
(PERCENT TOTAL)! |EXPENDITURES

The Pari-Mutuel Racing tax is a tax
levied on the gross receipts from

Pari-

wagers on horse and greyhound $300,000
Mutuel : . o 0
Racing racing events. The tax rate varies (<1%)
based on the type of event and
whether it is live or broadcast.
Estate taxes are levied on the
transfer of an estate of a deceased
Estate person. However, based on the $0 0
interaction between federal and (0%)

state law, Colorado’s estate tax was
effectively repealed in 2005.

TOTAL $16,098,300,000 | 225 |

SOURCE: Office of the State Auditor analysis of Colorado Revised Statutes, and state revenue
information provided by Legislative Council.

1 Percentages may not total 100% due to rounding.

2 Income revenue includes the Alternative Minimum Tax (AMT). AMT data is from Tax Year
2019, the most recent year available.

LocAL GOVERNMENT IMPACT

Because of the interplay between state and local sales and use tax laws,
most state sales tax expenditure provisions also reduce the revenue
collected by some local governments. Colorado has several types of
local governments, including statutory cities and towns, home rule cities
and towns, counties, and special districts. Statutory cities and towns are
formed under the authority of state statutes, and their power is limited
to that granted by state statutes, meaning that their sales and use tax
laws must conform to the State’s. Alternatively, the Colorado
Constitution provides that cities and towns can adopt a home rule
charter, which provides them with more authority to regulate local and
municipal affairs independent from the State, including making their
own local tax laws [Colorado Constitution Art. XX, Sect. 6].

Under Section 29-2-106, C.R.S., the Department of Revenue collects
sales taxes for all non-home rule jurisdictions that have sales taxes and
for some home rule jurisdictions that have elected to have the State collect
sales taxes on their behalf. Under Section 29-2-102, C.R.S., all of these
state-collected local jurisdictions may set their own sales tax rate, but

N
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must otherwise conform to the State’s tax laws regarding sales and use
taxation, and must apply all of the State’s sales and use tax expenditures,
with the exception of 18 sales tax exemptions specifically excluded by
statute [Section 29-2-105, C.R.S.]. For these 18 exemptions, Section 29-
2-105(1)(d), C.R.S., provides that state-collected local governments are
not required to apply the state exemption and must specifically adopt the
exemption in its local municipal code if it wants to apply it. As a result,
with the exception of these 18 exemptions, the State’s sales tax
expenditures also apply to the local tax revenues for all state-collected
local governments. Because local governments with state-collected local
taxes are required to substantially conform to the State’s sales and use
tax laws, when possible, we estimated the revenue impact to local
jurisdictions when evaluating sales tax expenditures that impact local
governments’ tax revenue.

TABOR

The Colorado Constitution [Colo. Const. Art. X, Section 20] requires
voter approval of all new taxes and tax increases in the State, as well as
tax policy changes that result in increased state revenue. In addition,
TABOR created a state spending cap, which is adjusted annually
according to inflation and state population growth. If state revenue
exceeds the spending cap, the State must refund the excess revenue or
obtain voter approval to retain the revenue in excess of the cap.

Tax expenditures interact with TABOR in two ways. First, some tax
expenditures are only available to taxpayers in years when the TABOR
spending cap is reached. In effect, these tax expenditures lower the
revenue collected by the State, which decreases the amount that must be
refunded to taxpayers. Second, TABOR may restrict the General
Assembly from repealing or modifying tax expenditures under some
circumstances, although the law is unclear in this area. Specifically,
TABOR requires voter approval of “tax policy changes directly
resulting in a net tax revenue gain.” It is unclear how this provision may
limit the General Assembly’s ability to change or repeal tax
expenditures, when doing so results in a net revenue gain to the State.



According to a 2018 Colorado Supreme Court ruling (TABOR
Foundation v. Regional Transportation District), such changes are
permissible when the underlying purpose of the change is not to increase
tax revenue and the actual revenue increase is relatively small. However,
the ruling does not indicate whether there are other circumstances under
which such changes might also be permissible and whether changes to
tax expenditures with the intent of increasing revenue would be
considered as “directly [emphasis added] resulting in a net tax revenue
gain.” Furthermore, the General Assembly has repealed tax
expenditures since TABOR was passed without seeking voter approval,
and such changes have not faced a legal challenge.

HOW ARE TAX EXPENDITURES ADMINISTERED?

The Colorado Department of Revenue administers the State’s tax laws,
including most tax expenditures, and collects all taxes, with the exception
of the Insurance Premium Tax, which is administered by the Division of
Insurance within the Department of Regulatory Agencies, as required by
Section 10-3-209(1)(a), C.R.S. The Department of Revenue processes tax
returns using GenTax, its tax processing and information system, and
taxpayers submit most returns electronically. Typically, taxpayers claim
tax expenditures through self-reporting. For some tax expenditures,
taxpayers must provide the amount claimed when they file their state tax
return forms, while for others, there is no reporting requirement or the
Department of Revenue directs taxpayers to aggregate the expenditures
with other figures, such as gross income or sales, before reporting. In
some cases, the Department of Revenue does not require taxpayers to
submit documentation that supports a transaction’s eligibility for a tax
expenditure; however, it may require taxpayers to substantiate eligibility
for tax expenditures as part of an audit.

In addition, some tax expenditures are administered by other state
departments and agencies, in conjunction with the Department of
Revenue. These tax expenditures typically require the other state
departments and agencies to verify taxpayers’ eligibility for a tax
expenditure before taxpayers can claim it. For example, the Rural

©
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Jump-Start Tax Expenditures [Section 39-30.5-105, C.R.S.] are
administered by the Governor’s Office of Economic Development and
International Trade (OEDIT) and the Economic Development Council
and taxpayers must apply to and be approved by OEDIT before they can
claim these tax expenditures. When tax expenditures are administered by
an agency separate from the Department of Revenue, statute generally
provides how the coordination between the agency and Department of
Revenue should occur. For example, the other department or agency
administering a tax expenditure may need to provide the Department of
Revenue with a list of recipients of tax expenditures and the amount
claimed or granted in order to verify that a taxpayer has properly claimed
a tax expenditure. Similarly, in some instances, the administering agency
may provide taxpayers with a certificate or other form of validation that
they can attach to their tax returns.

Taxpayers are generally responsible for reporting income and
transactions subject to tax, applying any available tax expenditures, and
submitting payment. For income taxes, reporting requirements vary
based on taxpayers’ entity type for tax purposes. Specifically, taxpayers
must file as follows:

INDIVIDUALS. Taxpayers file as individuals when reporting their personal
income and income tax liability using the Department of Revenue’s
Colorado Individual Income Tax Return (Form DR 0104). Business
owners may include business income on their individual tax return if the
business is formed as one of several *““pass through entities.” These
include sole proprietorships, partnerships, limited liability companies,
and S-corporations. For partnerships, certain limited liability companies,
and S-corporations, the business must file a Colorado Partnership and S-
Corporation Composite Nonresident Income Tax Return (Form DR
0106) to report their business income or loss for the year. However, these
business entities are generally not liable for income tax, instead their
profits or losses are apportioned among the owners, who then report the
income or loss on the owners’ Colorado income tax returns.



C-CORPORATIONS. Businesses formed as C-corporations are responsible
for reporting taxes separately from their owners and paying taxes based
on their taxable income, which is calculated prior to distributing profits
to owners (shareholders) in the form of dividends. C-corporations that
are doing business in Colorado report their Colorado income and income
tax liability using the Colorado C Corporation Income Tax Return (Form
DR 0112). Dividend income received by C-corporation owners is
generally taxable as income on the owners’ respective income tax returns.

Businesses making applicable sales or transactions are typically
responsible for reporting and remitting most of the State’s other taxes,
such as sales, insurance premium, and excise taxes, and applying any
available tax expenditures. For example, although sales taxes are paid
by the consumer making the purchase, in most cases the retailer must
collect the sales tax at the time of the purchase and remit it to the
Department of Revenue using the Colorado Retail Sales Tax Return
(Form DR 0100). Therefore, sales tax expenditures are usually applied
by the retailer at the time of the sale and reported by the business when
it submits its return.

HOW WAS EACH TAX EXPENDITURE EVALUATED?

As required by statute [Section 39-21-305, C.R.S.], each tax
expenditure evaluation must include the following types of information,
which are outlined in ExXHIBIT 3, along with a general description of the
OSA’s evaluation approach.

=
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EXHIBIT 3. TAX EXPENDITURE EVALUATION REQUIREMENTS AND
OSA APPROACH TO EVALUATIONS

REQUIRED ELEMENTS EVALUATION APPROACH

A summary description of the purpose, intent, or
goal of the tax expenditure

The intended beneficiaries of the tax expenditure

Whether the tax expenditure is accomplishing its
purpose, intent, or goal

An explanation of the performance measures used
to determine the extent to which the tax
expenditure is accomplishing its purpose, intent, or
goal

An explanation of the intended economic costs and
benefits of the tax expenditure, with analyses to
support the evaluation if they are available or
reasonably possible

A comparison of the tax expenditure to other
similar tax expenditures in other states

Whether there are other tax expenditures, federal
or state spending, or other...programs to the extent
the information is readily available. . .that have the
same or similar purpose...how those all are
coordinated, and if coordination could be
improved, or whether redundancies can be
eliminated

If the evaluation of a particular tax expenditure is
made difficult because of data constraints, any
suggestions for changes in administration or law
that would facilitate such data collection

To the extent it can be determined...(l) The extent
to which the tax expenditure is a cost effective use
of resources; (1l) An analysis of the tax
expenditure’s effect on competition and on
business and stakeholder needs, (111) Whether there
are any opportunities to improve the effectiveness
of the tax expenditure in meeting its purpose,
intent, or goal,; and (1V) An analysis of the effect of
the state tax policies connected to local taxing
Jurisdictions on the overall purpose, intent, or goal
of the tax expenditure

If the purpose and intended beneficiaries of the tax
expenditure were directly stated in statute, we
summarized this information in the report. If the
statute did not state the intended purpose and/or
beneficiaries, we inferred this information based on
our review of the statute, legislative history,
communications with stakeholders, tax expenditures
in other states, and principles of good tax policy.

If performance measures were provided in statute, we
used those to determine whether the tax expenditure
was accomplishing its purpose, intent, or goal. If no
performance measures were provided in statute, we
inferred performance measures based on the purpose
and available data.

We conducted an economic analysis, including an
estimate of the revenue impact, to the extent possible
based on the available information.

We provided this information to the extent we could
identify other states with similar tax expenditures.

We reviewed and reported on this information if it
was readily available. For example, we reviewed
statute for similar state and federal tax expenditures,
searched state and federal agency websites, and
performed research to identify potentially similar
programs.

We reported data constraints whenever they limited
our ability to evaluate a tax expenditure or may have
had an impact on the accuracy and reliability of our
evaluation. In these instances, we reported the
changes that would need to be made to collect the
necessary data if such changes were under the control
of a state agency.

We provided this information whenever such
analyses were relevant to the tax expenditure and
possible, based on the available information.
Although our approach varied significantly for each
tax expenditure, we searched for available
information and considered whether it was possible
to perform an analysis and draw conclusions in each
of the areas listed.



EXHIBIT 3. TAX EXPENDITURE EVALUATION REQUIREMENTS AND
OSA APPROACH TO EVALUATIONS

REQUIRED ELEMENTS EVALUATION APPROACH

We contacted intended beneficiaries or their
representatives for each evaluation. We provided
information in each report on the impact on the
intended beneficiaries if the tax expenditure was
eliminated.

SOURCE: Colorado Revised Statutes and Office of the State Auditor tax expenditure evaluation methodology.

In evaluating each tax expenditure, the State
Auditor shall consult with the Intended
beneficiaries or representatives of the intended
beneficiaries of the tax expenditure

PRINCIPLES OF GOOD TAX PoLIcY

In conducting our evaluations, we looked to sources such as the National
Conference of State Legislatures, the Tax Policy Center, other states’ tax
expenditure reviews, and Pew Charitable Trusts to gather information on
best practices related to tax policy. We used this information to help infer
the intent of tax expenditures when such intent was not provided in
statute, and also to inform relevant policy considerations for the General
Assembly related to each tax expenditure. Based on a review of these
sources, we identified the following criteria that we used to evaluate tax
expenditures when relevant:

TRANSPARENCY. Taxpayers and policymakers alike should be able to
understand how the tax system works, including taxpayers’ expected
tax liabilities.

STABILITY. Taxation should result in a predictable amount of revenue
for the government, and taxpayers should be able to predict in
advance how much they can expect to pay in taxes as a result of any
given decision or transaction.

SIMPLICITY. In order to assist taxpayers and policymakers in
understanding the tax code, tax policy should be as simple as possible.

EASE OF ADMINISTRATION. The tax system should be administered
with as little difficulty and cost as possible to taxpayers, tax
professionals, financial intermediaries (such as banks), and the
government.

FLEXIBILITY AND RESPONSIVENESS TO COMPETITION. Tax systems
should be able to adapt to economic and technological changes that

=
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occur over time. Similarly, they should be responsive to the tax
policies of other states and countries to help ensure sufficient
competitiveness in a global market.

WHAT LIMITATIONS DID THE OSA FACE IN EVALUATING
TAX EXPENDITURES?

In this report, the OSA strived to present as complete and accurate an
assessment of each tax expenditure as possible. However, there are
some limitations implicit in the evaluations due to a variety of factors,
including lack of available data, the nature of tax expenditures
themselves, and general principles of economics. We discuss these
limitations below.

LIMITATIONS ON DEPARTMENT OF REVENUE INFORMATION

We worked closely with the Department of Revenue to obtain
information relevant to our tax expenditure evaluations and we
appreciate the cooperation and assistance provided by the Department
of Revenue throughout the review year. Despite working cooperatively
with the OSA and making efforts to provide the data we requested, for
many of the tax expenditures we reviewed, the Department of Revenue
was not able to provide any information or was only able to provide
limited information. The reasons for this are due to the inherent
limitations of a self-reported tax system and limitations in the
information the Department of Revenue collects and stores in GenTax,
its tax processing and information system. The most common issues we
found included the following:

ISSUES INHERENT TO A SELF-REPORTED TAX SYSTEM

INACCURATE REPORTING BY TAXPAYERS. Even when the
Department of Revenue was able to extract relevant data from
GenTax, this data likely included some degree of inaccuracy because
taxpayers may not properly complete forms. For example, a taxpayer
may enter an exemption on the wrong line of a form or
misunderstand the information requested. Although these errors may



have no impact on the amount of tax the State collects, they can
impact the reliability of the information for the purposes of
evaluating a tax expenditure. Although these errors may be corrected
if a taxpayer is audited by the Department of Revenue, not all
taxpayers are audited.

TIMING OF RETURNS. Taxpayers may file amended returns, request
extensions to return filing deadlines, have returns on hold while
being reviewed or audited by the Department of Revenue, and at
times, file returns past required deadlines. As a result, data relevant
to tax expenditures for any tax year (the year for which a taxpayer
is filing taxes) or other relevant filing period may fluctuate
substantially based on when it is pulled and as updated return filings
are received by the Department of Revenue. According to the
Department of Revenue, it can take several years for the relevant data
to stabilize for some tax expenditures. As a result, information for
tax expenditures for more recent tax years tends to be less reliable
and it can be difficult to assess trends over time, especially for more
recently enacted tax expenditures.

TIMING OF TAX EXPENDITURES. Because taxpayers can carry
forward some tax expenditures across multiple years and they do not
always claim the full value of the tax expenditures they have qualified
for, it can be difficult to estimate the revenue impact of some tax
expenditures or perform analysis of trends over time.

LIMITATIONS DUE TO THE INFORMATION COLLECTED AND STORED BY
THE DEPARTMENT OF REVENUE IN GENTAX

THE RELEVANT TAX EXPENDITURE INFORMATION IS NOT COLLECTED
ON A DEPARTMENT OF REVENUE FORM. According to the Department
of Revenue, it does not collect some information that would be relevant
to evaluating a tax expenditure, if that information is not necessary for
the Department to administer the tax system or if another department
has more direct authority over the tax expenditure (e.g., The Office of
Economic Development and International Trade works more closely
with taxpayers claiming enterprise zone credits). Because requiring

=
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more information increases the filing costs and burden for taxpayers
and the Department of Revenue’s administrative costs, the Department
typically attempts to collect only the information that is necessary for it
to administer and enforce tax laws.

THE RELEVANT TAX EXPENDITURE INFORMATION IS COLLECTED ON A
DEPARTMENT OF REVENUE FORM, BUT IS NOT CAPTURED BY GENTAX
IN A MANNER THAT ALLOWS IT TO BE EXTRACTED. This issue can take
two forms: (1) a paper form is scanned and image data is stored, but
the data is not captured in GenTax in a way that can be systematically
retrieved without excessive manual labor; or (2) the form (whether
filed online or on paper) data is captured, but GenTax would need to
be programmed to pull comprehensive data. According to the
Department of Revenue, it does not capture and program GenTax to
pull all information reported by taxpayers on forms because it does
not regularly use all of the information as part of its administration of
taxes. In some cases, the information would only be useful if a
taxpayer is audited, in which case, staff would be able to pull the
relevant information for the relevant taxpayer. Pulling the information
for all taxpayers who took a particular tax expenditure would not be
possible.

THE RELEVANT TAX EXPENDITURE INFORMATION IS COLLECTED ON
A DEPARTMENT OF REVENUE FORM, BUT IS AGGREGATED WITH
OTHER INFORMATION. In some cases, multiple tax expenditures are
aggregated by taxpayers prior to reporting and are then combined on
a single line on a Department of Revenue form. According to the
Department of Revenue, it allows certain items to be aggregated to
simplify the reporting process and avoid taxpayer confusion due to
an excessive number of lines on forms. In addition, the Department
of Revenue may not need disaggregated information to administer
the applicable tax expenditures.

Although we reported on these issues whenever they had an impact on
our ability to evaluate a tax expenditure, we did not make
recommendations to the Department of Revenue regarding whether it
should make changes to its reporting requirements and/or perform the



necessary programming in GenTax to make the information available
for our reviews. We took a neutral approach on these issues because, in
each case, the General Assembly and Department of Revenue would
need to weigh the relative benefits of having more information available
to review, compared to the additional costs to the Department of
Revenue and additional burden and cost to taxpayers if they have to
report additional information. According to the Department, another
consideration is that additional reporting requirements may also
increase the number of errors that taxpayers make and/or reduce their
level of compliance with the requirements, which could have revenue
impacts.

In order to provide a general estimate of the costs to make changes to
the information it collects and captures in GenTax, in 2018 and 2021
the Department of Revenue provided the following information
relevant to scenarios for addressing the most common data limitations
we identified:

A NEW FORM WOULD NEED TO BE CREATED OR AN EXISTING FORM
CHANGED. The Department of Revenue would need to work with its
vendor and the Department of Personnel & Administration, which is
responsible for processing paper tax filings, to create the form. The
cost is variable depending on how significant the change is. The costs
for similar changes in recent years have ranged from about $250 for a
minor form change to as high as $85,000 for a single form change
with a more significant filing population or data capture requirements.

ADDITIONAL DATA WOULD NEED TO BE CAPTURED FROM PAPER
FORMS. The Department of Personnel & Administration prepares,
scans, and performs data entry for paper tax forms for the
Department of Revenue and bills for these services. The cost of
capturing additional information from paper forms is highly variable
based on the amount of data to be captured on each form and
number of forms received and would be incurred on an ongoing
basis. Collecting data on an entirely new form would be more
expensive, for example, than adding a single line to an existing form.

[ —
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The Department of Personnel & Administration sets its annual rates
based on actual activity in the prior year and projected activity in
future years, and runs the risk of inadequate resourcing, overtime,
and tax processing delays if the time for data entry is not forecasted
correctly.

GENTAX WOULD NEED TO BE UPDATED TO HOUSE, MAP, AND INDEX
DATA NOT CURRENTLY CAPTURED. This requires the Department of
Revenue to work with its vendor to make the necessary programming
changes and then perform testing to ensure that the changes operate
properly. The costs for similar changes in recent years have ranged
from about $9,000 to add a single reporting line to an existing form,
to about $19,000 to create a new form, including programming and
testing costs, though costs may be higher based on the specific changes.

It is important to note that depending on the tax expenditures and
information needed, the Department of Revenue may incur the costs
associated with one or all of the scenarios described. Furthermore, these
costs do not include Department of Revenue staff time to review
taxpayer compliance with the new reporting requirements or additional
programming that would be required to integrate controls, such as math
verifications, to ensure accurate reporting. In addition, if a particular
tax expenditure is reported across several forms, such as when it applies
to several types of taxes or filers, the estimated costs would be
multiplied for each change across forms. In addition to these direct
costs, the Department of Revenue would also incur additional costs
related to correcting errors on forms, answering questions, and working
with the OSA to provide the necessary information.

OTHER LIMITATIONS TO OUR ANALYSIS

In lieu of actual tax return data from the Department of Revenue, we
used other data sources to estimate the revenue impact of some tax
expenditures. In general, the data sources included the following
categories:

1 FEDERAL AGENCIES, including the U.S. Census Bureau, the Internal
Revenue Service, U.S. Energy Information Administration, and the
U.S. Bureau of Economic Analysis.



2 STATE AGENCIES, including Legislative Council, the Division of
Insurance, the Secretary of State’s Office, Office of Economic
Development and International Trade, Department of Local Affairs,
Department of Labor and Employment, and State Demographer’s
Office.

3 LOCAL GOVERNMENTS, including statutory and home rule cities and
towns, counties, and special districts.

4 RESEARCH INSTITUTIONS, including peer-reviewed professional
publications, university publications, and reports published by
reputable private research institutions.

5 INDUSTRY AND STAKEHOLDER GROUPS, including professional
associations and other groups that are closely tied to industries
relevant to a particular tax expenditure.

6 MEDIA SOURCES, including newspapers and trade publications.

7 TAXPAYERS, including surveys and interviews with taxpayers who
may benefit from the tax expenditures.

Use of third-party data made the process of estimating the revenue
impact of these tax expenditures significantly more difficult, in part,
because this data may be less accurate than actual tax return data from
the Department of Revenue and typically requires various adjustments
in order to more accurately capture the effect of the tax expenditure in
Colorado. In addition, the data from these sources was not always
complete and the information provided was not always fully aligned
with the information we needed for our evaluations. For example, the
definition of purchases by “industrial” energy users as used by the U.S.
Energy Information Administration in reporting energy sales figures
may encompass sales that would not be considered industrial energy use
under the Colorado tax code. As a result, we made assumptions based
on the best information available in order to complete our analysis,
which we noted in the evaluations.

=
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HOW DID THE LIMITATIONS TO OUR ANALYSIS IMPACT OUR
CONCLUSIONS?

Each tax expenditure presents its own challenges and limitations with
respect to estimating the number of taxpayers who use the tax
expenditure, its revenue impact to the State and local governments, and
its impact to beneficiaries and the State’s economy. For this reason, we
have provided information in each evaluation regarding the sources of
information we used, the assumptions we made to come to our
conclusions, and the potential impact on our analyses. Therefore,
readers should interpret the estimates provided in our evaluations as an
indication of the magnitude of the impact as opposed to the exact
impact of the given tax expenditure due to the limitations of the
information sources.

Furthermore, the revenue impact estimates provided in our evaluations
should not be taken as equivalent to the amount of revenue that would
be gained if the given tax expenditure were to be repealed, because the
cumulative effects of repealing the tax expenditure are difficult to
predict in advance. There are several reasons for this:

A general principle of economics is that individuals and businesses
typically spend their money and other resources in ways that will
yield the highest return. Therefore, repealing a tax expenditure, and
thus increasing the tax assessed on a particular item or activity, may
alter taxpayer behavior and change the associated tax revenue.

Many tax expenditures overlap or interact with others, and we did not
account for these interactions in our revenue impact estimates, in most
cases. For example, different statutes may include exemptions for the
same products, as in the case of charitable organizations that are exempt
from paying sales tax on items they purchase for use in the course of
their charitable activities and functions [Section 39-26-718(1)(a),
C.R.S.]. Some of these eligible items that are purchased by charitable
organizations may already be exempt from sales tax under other
provisions, (e.g., a charitable organization may purchase food for home
consumption, which is also exempt from taxation [Section 39-26-
707(1)(e), C.R.S.]. Purchases of these items are included in the revenue
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impact estimate for the Sales to Charitable Organizations Exemption,
but if this exemption were repealed, these items would still be exempt
from sales tax under the Food for Home Consumption Exemption.

WHAT WERE THE RESULTS OF THE OSA’S EVALUATIONS?

EXHIBIT 4 provides a summary of the results of the OSA’s 2022 tax
expenditure evaluations. We completed evaluations for a total of 48 tax
expenditures during the year.
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EXHIBIT 4. SUMMARY OF THE OSA’S 2022 EVALUATION RESULTS
(SORTED BASED ON MOST RECENT TO OLDEST ENACTMENT DATE)

Olympic Medalist Too few
Income Tax Cl

STATUTORY REPEAL/ ESTIMATED IsIT
TAX EXPENDITURE YEAR PoLicy
REFERENCE EXPIRATION| REVENUE |MEETING ITS
TITLE ENACTED a 23 CONSIDERATIONS?
(C.R.S)) DATE IMPACT* PURPOSE?
Yes

2017 None taxpayers to Not yet
Deduction 104(4)(x) ren !
Retail Marijuana
Sales Tax
Exemption

Sales and Use Tax
Exemption for
Loans of 39-26-711.9 2017 None
Historic Aircraft to

Museums

CITITErome  35.22.4704

4 and 2016 None $1,942 No Yes
Accoun_t 104(4)(w)(1)
Deduction

report

39-26-

729(1)(a) 2017 None $53 million Yes Yes

Could not

determine Yes No

Malt Liquors
Research 44-3-106(6) 2016 None $131 Yes Yes
Exemption
Military Service
Persons 39-22-
Reacquiring 104(4)(u) 2015 None $168,939 No Yes
Residency and 110.5
Deduction

- Too few
'.?‘L‘i?@%%'ﬁ HOUSING 39 55 5102 | 2014 gi‘,’ezrggir taxpayersto  Yes No
Contaminated Land
Redevelopment 39-22-526 2014
Credit

report

_— To some
$1.3 million extent Yes

January 1,
2025



EXHIBIT 4. SUMMARY OF THE OSA’S 2022 EVALUATION RESULTS
(SORTED BASED ON MOST RECENT TO OLDEST ENACTMENT DATE)

Nonresident To a
Disaster Relief 182(2)2(,[) 2014 None g‘; Izgsst limited Yes
Worker Subtraction ’ extent
Preservation of
OB Historic Structures 39-22-514.5 2014 Janzuozg%/ 1 $3.5 million Yes Yes
Tax Credit
Property for Use in
B Space Flight 39-26-728 2014 None $12,000 No No
Exemption
Rural Broadband
Equipment Refund 39-26-129 2014 None $0 No Yes
Credit for Purchase
of Uniquely
Valuable
13 Motor Vehicle 39-22-535 2013 None $0 No Yes
Registration
Numbers
Too few
Exonerated Persons 39-22-
el Ten 104(4)(q) 2013 None  taxpayers to Yes Yes
report
Insurance Premium
Tax Credit for
Contributions to -
15 the Colorado 10-22-110 2013 None $5 million Yes Yes
Health Benefit
Exchange
39-22-
Marijuana Business 304(3)(m) and $10.6
16 Expense Deduction 39-22- ARl NI million WEE WEE
104(4)(r)
Military Family
Relief Fund Grants 182{2)2(' ) 2013 None  $9,775 ggt‘;'r‘r’n?r?; Yes
Deduction P
Downloaded 39-26-
STl Software 102(15)©)()( 2011  None Atleast$83 .0 Yes
) million
Exemption C)
Medical Marijuana
Sales Tax
19 Exemption for 39-26-726 2010 None $10,133 No Yes
Indigent Patients
Commercial
Vehicles Used in
PIOBN | nterstate 39-26-113.5 2009 None $0 No Yes
Commerce
Exemption
Job Growth December $14.2 To some
Z | \centive Credit 39-22-531 2009 31, 2026 million extent Yes
Components Used Toa
to Produce 39-26-724 - N~
22 Renewable Energy (1)(a) 2008 None  $6.2 million Iér)?tl(;cgcti Yes

Exemption



EXHIBIT 4. SUMMARY OF THE OSA’S 2022 EVALUATION RESULTS
(SORTED BASED ON MOST RECENT TO OLDEST ENACTMENT DATE)

Enology Research
Exemption 44-3-106(5) 2008 None $112 Yes Yes
Non-Resident
Aircraft Sales Could not To some
24 Exemption (Fly- SEFOTILD | AN NI determine  extent e
away Exemption)
Dual Resident Trust To some
25 e 39-22-108.5 2006 None $358,400 extent Yes
Bingo-Raffle SR
S CouiPment Sales 3926720 2001 None  Minimal limited Yes
Exemption extent
Colorado Tuition
: 39- Toa
2l rogram Deduction - o5 2000  None 2227 |imited Yes
522 104(4)(i)(11) million o, tent
Deduction)
Charitable
Contribution 132(-5)%5) 2000 None nfﬁﬁfn Yes Yes
Deduction
Biotechnology Sales Toa
Il and Use Tax 39-26-402(1) 1999 None $478,000 limited Yes
Refund extent
Colorado Earned
[0l Income Tax Credit 39-22-123.5 1999 None  $72 million Yes Yes
(EITC)
Conservation 39-22- $23.9
Easement Credit ~ 522()b) 1999 None  illion Ve NE
g 39-26-
Farm Equipment
<72l and Parts 716 (1)(), 1999 None $16.3 Yes Yes
Exemption (4)(e), and million
(4%(5)0)
Long-Term Care S -
Insurance Credit 22-122 (1) 1999 None  $2.6 million No Yes
and (3)
Low-Emitting -
Vehicles Exemption 39-26-719 1999 None  $2.2 million No Yes
Colorado Works
<3 Program Employer 39-22-521(1) 1997 None $35,374 No Yes
Credit
School-to-Career 39-22-
36 Expenses Credit 520(2)(a) 1996 None $41,860 No Yes
Catastrophic
<yAl Health Insurance 39-22-104.5 1994 None Minimal No Yes
Deduction
$16,000
Deduction for 39-22. (combined
Contributions and 504.7(2)(e) with other
CCR Pre-tax Payments to - - 1'29 55" 1994 None Medical No Yes
Medical Savings 104.6 Savings
Accounts ’ Account
Deductions)



EXHIBIT 4. SUMMARY OF THE OSA’S 2022 EVALUATION RESULTS
(SORTED BASED ON MOST RECENT TO OLDEST ENACTMENT DATE)

Medical Savings $16,000
Employer 39-29. (combined
Contribution 304(3)(k) and with other
<Ml Deduction for C 29.27. 1994 None Medical No Yes
corporations, 104(4)(h) Savings
Individuals, Estates, Account
& Trusts Deductions)
Foreign Source Toa
Income Exclusion Could not At
40 for Export 39-22-206 1993 None determine I(Ier;tgre]? Yes
Partnerships
Child Care
/5B Employer Facility  39-22-517(2) 1992 None $0 No Yes
Investment Credit
Child Care Facility $114.458 - Toa
Al Owner Investment 39-22-517(1) 1992 None $267’ 164 limited Yes
Credit ’ extent
: Greater than
Innovative Cars January 1, To some
Income Tax Credit o°0-22-216.7 1992 2026 rﬁﬁﬁbgn extent s
Innovative Trucks January 1, Could not
Income Tax Credit 502272168 1992 2026 determine NE Ve
. 39-26-
Aircraft Parts Could not To some
Exemption 711((12))((%)) imel) el el determine extent REs
I . 39-27-
JEg 2Viation Gasoling 05 52 5)(a)(1 1988 None $0 No Yes
P 1) and (I11)
a7 [EIUIEL R 1 102353-225)-(a)(l 1988 None ey Yes Yes
Exemption : )' million
Foreign Source
P Income Exclusion  39-22-303(10) 1985 None rﬁﬁﬁgn 19 some Yes
for C-corporations

SOURCE: Office of the State Auditor evaluations of Colorado’s tax expenditures.

! Repeal/expiration dates in this exhibit are current as of September 15, 2022. For evaluation reports included in this compilation
report, expiration dates are current as of the date each report was originally published.

2 The year the estimated revenue impact applies to varies by tax expenditure based on the availability of data. For more information,
see the specific evaluation report.

3 Because tax expenditures often overlap, it is not possible to add the revenue impact from multiple expenditures to provide a total
revenue impact.

































































